PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

ENERGY DIVISION RESOLUTION E-3878
December 16, 2004

RESOLUTION

Resolution E-3878. San Diego Gas and Electric for approval of its
2003 quarterly procurement transaction filings demonstrating that
power procurement activities executed during the period January 1
through December 31, 2003 were in compliance with the guidelines
set forth in its Short-Term Procurement Plan filed with the
Commission on November 15, 2002.

By Advice Letters: (1) AL 1493-E, filed May 1, 2003; (2) AL 1513-E,
filed July 22, 2003; (3) AL 1536-E, filed October 30, 2003; (4) AL 1560-
E, filed January 30, 2004.

SUMMARY

This Resolution approves San Diego Gas and Electric’s (SDG&E) 2003
quarterly procurement transaction filings and orders the disclosure of
information summarizing those transactions.

Energy Division concludes that SDG&E’s procurement transactions reported in
its 2003 quarterly procurement transaction filings are in compliance with its
Commission-approved 2003 Short-Term Procurement Plan (STPP). Cost
recovery, which we do not address herein, was reviewed and determined in
Application (A.) 03-12-010, Energy Resource Recovery Account (ERRA)
proceeding.!

Per Ordering Paragraph (OP) 8 of D.02-10-062, SDG&E filed each quarter’s
procurement transactions on May 1, July 22, October 30, 2003 and January 30,

1 Decision (D.) 04-09-003, adopted on September 2, 2004, found SDG&E’s administration
of power purchase agreements and procurement of least-cost dispatch activities for the
period January 1, 2003 through September 20, 2003 reasonable and prudent.
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2004,2 to demonstrate that its power procurement activities during the period
January 1 through December 31, 2003 complied with the guidelines set forth in
its Commission-approved 2003 STPP.

SDG&E requested that the quarterly compliance filings be effective on the
submittal dates.

The quarterly filings submitted by SDG&E include confidential appendices
intended to demonstrate its compliance with the 2003 STPP. SDG&E submitted
those appendices as Confidential Material protected by Section 583 of the Public
Utilities Code, which prohibits disclosure of confidential public utility
information except by Commission order or in the course of a hearing or
proceeding.

This resolution approves ALs 1493-E, 1513-E, 1536-E, and 1560-E effective today,
and orders the disclosure of summary information relating to those transactions
by authorizing publication of the unredacted resolution. Accordingly, all text in
this resolution which appears on portions of pages 6 through 12 in the
unredacted copy, and which is currently marked “[REDACTED]” in the
redacted copy, should be made public via posting on the PUC’s website upon
Commission approval of this resolution.

BACKGROUND

D.02-10-062 orders the three major electric utilities to file quarterly compliance
advice letters following the close of each quarter detailing all procurement
transactions executed in compliance with their approved short-term
procurement plans.

2 OP No.8 of D.02-12-062 originally required the utilities to file the compliance advice
letters within 15 days of the end of the quarter. On September 23, 2003, the
Commission’s Executive Director granted a joint request by Pacific Gas and Electric
Company and SDG&E to extend the due date of the third quarter filing to October 30
(i.e., 30 days from close of the quarter). In D.03-12-062, the Commission revised
compliance filing requirement to within 30 days of the end of the quarter for all
subsequent quarterly compliance filings (see OP No. 19).
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On October 29, 2001, the Commission issued R.01-10-024, an Order Instituting
Rulemaking to Establish Policies and Cost Recovery Mechanisms for Generation
Procurement and Renewable Resource Development. R.01-10-024 was issued to
(1) establish ratemaking mechanisms to enable the California investor-owned
utilities (IOUs), including SDG&E, to resume purchasing electric energy,
capacity, ancillary services and related hedging instruments to fulfill their
obligations to serve and meet the needs of their customers, and (2) comply with
the requirements of Section 701.3 of the PU Code.

D.02-10-062, an Interim Opinion in R.01-10-024, adopted the regulatory
framework under which the respondent utilities (SCE, PG&E, and SDG&E)
resumed full procurement responsibilities on January 1, 2003. As part of this
framework, D.02-10-062 authorized a number of procurement transaction types
and processes, and established the Energy Resource Recovery Account (ERRA)
for timely cost recovery.

Once a utility’s short-term procurement plan is approved, transactions entered
into in compliance with the procurement plan are filed for tracking purposes in a
guarterly advice letter with the Commission’s Energy Division [prior to
consideration in an ERRA review]. The advice letter should include all
information in the adopted master-data request in Appendix B of D.02-10-062.

D.02-10-062, Conclusion of Law 7, stated that the "Commission’s Energy Division
should review the [quarterly] transactions to ensure the prices, terms, types of
products, and quantities of each product conform to the approved plan.
Consistent with AB 57, any transaction submitted by advice letter that is found to
not comport with the adopted procurement plan may be subject to further
review."

We do not address cost recovery in this resolution. Cost recovery was reviewed
and determined in the separate ERRA proceeding (A.03-12-010).

NOTICE

Notice of ALs 1493-E, 1513-E, 1536-E, and 1560-E was made by publication in the
Commission’s Daily Calendar. SDG&E states that copies of the Advice Letters
were mailed and distributed in accordance with Section 111-G of General Order
96-A.
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PROTESTS

SDG&E ALs 1493-E, 1513-E, 1536-E, and 1560-E were not protested.

DISCUSSION

Energy Division reviewed SDG&E's quarterly compliance filings and
concluded that SDG&E’s 2003 procurement transactions comply with the
utility’s approved 2003 Short-Term Procurement Plan.

As required by D.02-10-062, Appendix B, Adopted Master Data Request for
Quarterly Advice Letters, SDG&E is required to file specific information in its
quarterly compliance filing.3 SDG&E's response to each Master Data Request
item was filed as Confidential Protected Material under PU Code Section 583 and
pursuant to May 30, 2003 Modified Protective Order in R.01-10-024. This
resolution, including the tables, graphs and narratives presented below, are
based entirely on data submitted by SDG&E as protected by Section 583.
Notwithstanding SDG&E’s claim of confidentiality over this data, the Energy
Division recommends the Commission make public all of the information
presented in this resolution. By sunshining this data, the Commission will make
plain to the public at large the bases for Commission decision-making.

In making this recommendation, the Energy Division recognizes the tradeoff the
Commission faces as it balances the competing interests of (i) keeping
confidential certain information which, if released, could reveal SDG&E’s
procurement strategy and trading practices thereby placing it at a competitive
disadvantage in energy markets for future transactions, to the detriment of
California ratepayers and (ii) allowing members of the public to review the
Commission’s oversight of energy procurement.4 The Energy Division has

3 The caption for Appendix B to D.02-10-062 incorrectly referenced the compliance
filings as a monthly advice letter. Appendix B was subsequently modified by D.03-06-
076, Order Modifying Decisions 02-10-062 and 02-12-074 and Denying Rehearing, to
correct the Appendix B caption to reflect a quarterly advice letter filing schedule.

4 Consistent with its obligations under Section 454.5(g) of the Public Utilities Code, the
Commission implemented procedures that require utilities to disclose market sensitive
information related to resource procurement to parties who sign a confidentiality

Footnote continued on next page
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aggregated the most sensitive transaction data. The Energy Division therefore
believes that the information it seeks to make public would not compromise
SDG&E’s power procurement trading strategies and practices. Disclosure of
information submitted pursuant to Section 583 is therefore warranted in order to
further the Commission’s responsibility to engage in open decision-making.

The confidential protected material presented below (which includes information
concerning transaction processes, product types, price ranges, and
counterparties) is redacted in the public version of this resolution. The Energy
Division recommends that the Commission make that information public by
authorizing publication of the unredacted resolution. Accordingly, all text in this
resolution which appears on portions of pages 6 through 12 in the unredacted
copy, or which is marked “[REDACTED]” in the redacted copy, should be made
public via posting on the PUC’s website upon Commission approval of this
resolution.

agreement limiting use and disclosure of such information. Administrative Law Judge
Ruling Regarding Confidential Information and Effective Public Participation, April 4,
2003 Ruling in R.01-10-024. The aggregated information released today can be
examined by anyone without signing a confidentiality agreement.
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SDG&E Acted In Compliance With Its Approved 2003 Procurement Plan

SDG&E'’s quarterly filings demonstrate that its 2003 procurement activities
complied with the guidelines set forth in its 2003 STPP filed with the
Commission on November 15, 2002. D.02-12-074 had approved SDG&E’s 2003
STPP, as modified.

SDG&E’s Actual Resource Use Closely Matched Its Planned Resource Use

SDG&E'’s planned resource use to meet its load, i.e. market purchases, DWR
contracts, utility-retained generation (URG), etc., as presented and approved in
its STPP closely matched its actual resource use in 2003 as submitted in the
quarterly compliance filings.The following chart shows the percent difference
between SDG&E’s planned resource use to meet its load and the actual 2003
resource use. For instance, there is a 2.30% difference between the percent of the
load SDG&E met with actual market purchases and the percent of the load
SDG&E planned to meet with market purchases.

4%

3.32%

3% -
2.30%

2.04%

2%
1.33%

1% +— —

0%

T T T T T
Market SONGS QF URG Green DWR Contract DWR DWR RMR
Purchases -0.20% Digpatchaple

-1%

-0.93%

-2%

-2.37%
-3% -

-4%

-5%

-5.50%

-6%

In its STPP, SDG&E had estimated that URG would account for less than half of
total energy requirements, adding that most energy would be supplied from the
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allocated DWR contracts and market transactions. The company had estimated
that up to 25% of its energy need might be met by market purchases if the actual
prices were more attractive. In 2003, the market purchases met 17% of SDG&E’s
resource need.

The quantity of market purchases and the DWR contract energy changed
significantly in the last two quarters. In accordance with the contract terms,
SDG&E/DWR portfolio offered higher capacity values starting in July 2003 and
this resulted in an increase in the use of DWR energy, thereby reducing market
purchases in the third and fourth quarters. The changes in the capacity values of
the SDG&E/DWR portfolio is listed below:

SDG&E/CDWR Portfolio Changes

Contract Contract Quantity (MW)
Start Date through 6/30/2003 | 7/1/2003
Calpeak Border 46 46
Calpeak EI Cajon 41 42
Calpeak Escondido 44 44
Morgan Stanley Contract 40 40
Sunrise Contract Phase Il 545 545
Whitewater Cabazon 22 21
Whitewater Hill 19 22
Williams Contract (A) — Must Take 40 200
Williams Contract (B) — Must Take 175 450
Williams Contract (C) — Must Take 0 50
Williams Contract (D) — Alamitos 5 0 485
Williams Contract (D) — Alamitos 6 0 485
Williams Contract (D) — Huntington Beach 1 | 225 225
Williams Contract (D) — Huntington Beach 2 | 215 0
TOTAL 1412 2655

SDG&E Executed Transactions in Compliance with its Procurement Plan

D.02-10-062 authorized a number of procurement transactions types and
processes. SDG&E acted in accordance with its STPP and the Commission
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decisions, while executing the procurement transactions. SDG&E reported that
these transactions were executed to fulfill customer load, and to displace more
costly dispatchable resources.

Energy Division’s review of SDG&E’s compliance reports and workpapers
confirmed that SDG&E’s transactions were completed through processes that are
consistent with SDG&E’s approved 2003 STPP. Examples of authorized
processes in D.02-10-062 and D. 03-12-062 include bilateral contracting, brokers,
electronic exchanges, the CAISO market, and competitive solicitations.

The review also verified that SDG&E employed procurement products approved
in its 2003 STPP. Examples of products authorized in D.02-12-062 and D.03-12-
062 include forward spot (day-ahead and hour-ahead) purchases and sales, ISO
imbalance energy, exchanges, swaps, electricity transmission products, gas
purchases and others. Here is a brief overview of the transactions executed by
SDG&E in 2003:
Electric transactions. SDG&E employed the following product types during 2003:

» Hour-ahead purchases and sales

* ISO imbalance energy

* Term purchases

» Day-ahead purchases

» Exchanges

e Swaps

SDG&E stated that these transactions executed at a cost consistent with the
competitive market and reported that following the least-cost dispatch principle
resulted in savings of $11 million, and $10.5 million in the first, and second
guarter, respectively.s

Transaction process. SDG&E mostly used five sources for its transactions:
DWR resources, bilateral contracting, brokers, electronic exchanges, and the

5 SDG&E developed a daily volume weighted average cost for its daily
transactions and compared it to the SP15 on-peak and off-peak price index as
published in MW Daily. SDG&E also showed a comparison of the all market
purchases against the avoided cost of the CDWR dispatchable portfolio.
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CAISO market. Exchanges and brokers were used to transact for standard on-
peak and off-peak products, and bilaterals were used for non-standard products,
due to the factors such as market liquidity, price transparency and competitive
pricing.

SDG&E did not conduct any competitive solicitations in 2003 for energy. It
conducted a solicitation for capacity during the third quarter to meet its short-
term and long-term reliability needs. The application was filed with the
Commission, and D.04-06-011 approved SDG&E'’s five proposals on June 9, 2004.

Ancillary Service Transactions: SDG&E reported that some of its ancillary service
need was self-provided by the DWR Williams units. The remaining need was
met in the ISO ancillary service market.

Risk Mitigation: SDG&E acted in accordance with its risk strategy contained in its
STPP and employed authorized products to mitigate market risk and reduce
customer risk exposure. SDG&E took the following actions during 2003:

* Acquired Firm Transmission Rights (FTR) from the CAISO auction of
rights to Path 26 to mitigate the impact of congestion on power delivery
from the Sunrise unit in ZP 26 to SDG&E load in SP15.

o In the first quarter, SDG&E bid for FTR on paths where it had
physical resources. SDG&E used production cost simulation model
and spread option models for bid evaluation.

o0 SDG&E started managing its FTR position beginning April 1, 2003,
and recovered 65% of its FTR costs by July 2003.

» Executed gas hedges, i.e., call options, basis swaps, fixed price gas
purchases, to reduce gas price exposure associated with DWR
dispatchables and QF contracts.

» Continued to monitor the call options purchased to better match the
updated gas needs and recommended that DWR hedge against gas price
volatility.

* Procured physical forward power.

SDG&E Transacted With A Diverse Group Of Parties
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The data provided in the monthly Energy Resource Recovery Account (ERRA)
reports indicate that SDG&E transacted with a high number and diverse group
of parties, as shown below:

Allegheny Energy Supply Company Nevada Power Company

American Electric Power Services Northern California Power Agency
Arizona Public Service Company NRG Energy Power

Avista Energy, Inc. Occidental Energy Marketing

Avista Utilities Pacific Gas & Electric Company
Bonneville Power Administration PacifiCorp

BP Energy Company Panda Gila River

California Dept of Water Resources PG&E Energy Trading Power, LP
Calpine Energy Services, LP Pinnacle West Capital

Cargill Alliant, LLC Portland General Electric

City of Anaheim Powerex Corp

City of Banning PPM Energy

City of Burbank Public Service Company of Colorado
City of Riverside Public Service Company of New Mexico
Colorado River Commission Puget Sound Energy

Comision Federal de Electricidad Reliant Energy Services, Inc.

Conoco Phillips Sacramento Municipal Utility District
Constellation Power Source Salt River Project

Coral Power, LLC Seattle City Light Company

Duke Energy Trading & Marketing, LLC Sierra Pacific Power Company
Dynegy Power Marketing, Inc. Silicon Valley Power

El Paso Electric Company Southern California Edison Company
El Paso Merchant Energy, LP Strategic Energy

Energy Plus Tacoma Power

Entergy TECO Energy Source

FPL Energy Power Marketing TransAlta Energy Marketing (US) Inc.
Idacorp Energy, LP Tucson Electric Power Marketing

Los Angeles Dept of Water & Power Turlock Irrigation District

Los Angeles Wholesale Marketing UBS Energy

Metropolitan Water District of So CA  WAPA-CRSP

Mieco, Inc. Washington Water Power

Mirant Americas Energy Marketing Western Area Power Administration
Modesto Irrigation District Williams Energy Marketing & Trading
Morgan Stanley Capital Group Williams Power Company

SDG&E did not specify any price limits for purchases in its 2003 STPP. Sixty-
five percent of the 2003 energy purchases were made under $50/MWh.

Although SDG&E’s approved STPP includes price forecasts, such price forecasts

do not dictate a range of prices that restrict, or set limits on, the kinds of
transactions SDG&E can execute.

10
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COMMENTS

PU Code section 311(g)(1) provides that this resolution must be served on all
parties and subject to at least 30 days public review and comment prior to a vote
of the Commission. Section 311(g)(2) provides that this 30-day period may be
reduced or waived upon the stipulation of all parties in the proceeding.

The 30-day comment period for the draft of this resolution was neither waived
nor reduced. Accordingly, a redacted version of this draft resolution was mailed
to parties in R.04-04-003 and an unredacted version was distributed to SDG&E’s
Procurement Review Group on October 7, 2004 for comments, and will be placed
on the Commission’s agenda no earlier than 30 days from today. Comments
were due on November 1, 2004. Reply comments were due November 8, 2004.

SDG&E'’s timely-filed comments focus mainly on the proposed release of the

confidentially submitted data. Even though the company does not object to
disclosure of certain portions of the draft resolution, it requests the remaining

11
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portions stay confidential. SDG&E disagrees with the Findings 5, 6, and 7,
which stated the following:

Finding 5: Over eight months has elapsed since SDG&E submitted the
confidential data for 2003 procurement transactions, so its current value
for future transactions is limited.

Finding 6: The Energy Division has aggregated the most sensitive
transaction data.

Finding 7: Release in an aggregate form of the confidential data submitted
by SDG&E would not compromise SDG&E’s power procurement
strategies and practices.

SDG&E is especially concerned with the graphs that would disclose its residual
net short position, and argues that the disclosure of the redacted material would
compromise SDG&E’s trading strategies and practices. Furthermore, SDG&E
states that the existing Protective Order adopted in R.01-10-024 and the
confidentiality framework adopted by the Commission on April 4, 2003 support
the confidential nature of the data. In its reply comments filed on November 8,
2004, the Office of Ratepayer Advocates (ORA) supports SDG&E’s comments on
the confidentiality issue and recommends that the information identified by
SDG&E be redacted from the public version of the resolution.

We have carefully reviewed SDG&E’s comments:

(1) SDG&E provided persuasive justification as to why some of the information
we intended to disclose can be unfavorable to SDG&E in its future negotiations
with market participants. Therefore, we recommend the Commission disclose the
relevant information in a format that does not reveal SDG&E’s net short
position.

(2) We do not agree that disclosing certain product types and transaction
processes SDG&E employed during 2003 would compromise SDG&E’s trading
strategies and practices. The product types and transaction processes are a
subset of those that every utility likely employs. Furthermore, we do not provide
specifics related to these product types and processes. Therefore, we find no
harm in disclosing them.

12



Resolution E-3878 December 16, 2004
SDG&E AL 1493-1513-1536-1560-E/NIL

In its reply comments, ORA commented that the resolution should state whether
the Energy Division verified that the quarterly compliance filings “include all
information required by prior Commission decisions,” and should either
withdraw the resolution until the verification has occurred, or state that “SDG&E
is in compliance with all relevant Commission decisions.” ORA also commented
that the Energy Division should identify the scope of its review. As examples of
the scope of review, ORA asks whether Energy Division reviewed balancing
account entries and least-cost dispatch decisions made by PG&E during the
reporting period. ¢

SDG&E responded to a master date request of 10 questions designed to
determine compliance with the procurement requirements set by the
Commission, as well as additional data requests from the Energy Division.
Based on the data request responses and follow up by the Commission’s Energy
Division staff, we determine that SDG&E generally complied with the
Commission’s quarterly compliance filing requirements.” We expect the review
process to be more efficient when the utilities use the standard responses we
directed them to develop in R.04-04-03, but are satisfied that SDG&E’s 2003
procurement activities substantially complied with Commission-approved
procurement plans.

With respect to ORA’s question regarding least-cost dispatch decisions and
review of balancing account entries, we note that such a review falls outside the
scope of the quarterly procurement transaction review process. The proper
forum for that review is each utility’s Energy Resource Recovery Account
application.8

6 ORA raised these issues for the first time in reply comments, but we nevertheless
respond to these points because they merit a response.

" In support of their quarterly compliance filings, the utilities are required to submit
Black Model results (for informational purposes) per Ordering Paragraph 10 of D.02-12-
074 as well as provide the information specified in Appendix B of D.02-10-062.

8 See D.02-10-062 at page 65 and D.03-06-067 at page 8.

13
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FINDINGS

1.

Per Ordering Paragraph (OP) 8 of D.02-10-062, SDG&E filed each quarter’s
procurement transactions on May 1, July 22, October 30, 2003 and January 30,
2004, to demonstrate that its power procurement activities during the period
January 1 through December 31, 2003 conformed with the guidelines set forth
in its Commission-approved 2003 STPP.

SDG&E submitted the Appendices to Advice Letters 1493-E, 1513-E, 1536-E,
and 1560-E pursuant to Section 583 of the Public Utilities Code.

Both Public Utilities Code Section 583 and General Order 66-C limit
disclosure of confidential utility data in the absence of formal action by the
Commission or disclosure at a formal hearing.

Neither Public Utilities Code Section 583 nor General Order 66-C creates for
the utility a privilege of nondisclosure by the Commission.

The Energy Division has aggregated the most sensitive transaction data.

Release in an aggregate form of the confidential data submitted by SDG&E
and as presented in this Resolution would not compromise SDG&E’s power
procurement strategies and practices and is consistent with Section 454.4(g)
of the Public Utilities Code.

The information presented in this Resolution allows the Public to review the
Commission’s oversight of power procurement but does not harm SDG&E’s
procurement practices and strategy.

Advice Letters 1493-E, 1513-E, 1536-E, and 1560-E were not protested.

Energy Division concludes that SDG&E’s procurement transactions reported
in its 2003 quarterly procurement transaction filings are in conformance with
its Commission-approved 2003 Short-Term Procurement Plan (STPP). Cost
recovery, which we do not address herein, was reviewed and determined in
Application (A.) 03-12-010, Energy Resource Recovery Account (ERRA)
proceeding.

14
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THEREFORE IT IS ORDERED THAT:

1. SDG&E’s 2003 quarterly compliance report filings are approved.
2. The unredacted version of this resolution shall be posted on the
Commission’s website.

This Resolution is effective today.
| certify that the foregoing resolution was duly introduced, passed and adopted

at a conference of the Public Utilities Commission of the State of California held
on December 16, 2004; the following Commissioners voting favorably thereon:

STEVE LARSON
Executive Director

MICHAEL R. PEEVEY
PRESIDENT
CARL W. WOOD
LORETTA M. LYNCH
GEOFFREY F. BROWN
SUSAN P. KENNEDY
Commissioners

I will file a concurrence.
/s/ LORETTA M. LYNCH
Commissioner
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December 30, 2004

TO: PARTIES OF RECORD IN RESOLUTION E-3878

Resolution E-3878 is being mailed without the Concurrence of Commissioner
Loretta M. Lynch. The Concurrence will be mailed separately.

Very truly yours,

~twid (o

Paul Clanon, Director
Energy Division
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